INTRODUCTION
Everything is online now-the way we connect with others, the way we shop, even some forms of education. We keep up with friends on Facebook we cannot see in person, buy light bulbs from Amazon rather than making a trip to the hardware store, 1 and obtain an MBA at night on our computers from the comfort of our own home after the kids have gone to bed. 2 One area that has initially resisted the move to cyberspace, however-eschewing the virtual world for the real one-is entrepreneurial finance.
Venture capitalists (VCs) and angel investors have long valued close networks and personal relationships when selecting which entrepreneurs to fund, and they closely monitor their investments in person after they fund. 3 These practices lead to intense locality in funding-i.e., investors funding entrepre-neurs in their own communities. But with everything else in society moving online, why not entrepreneurial finance? Can online platforms successfully match entrepreneurs and investors from different communities? Why does a Midwestern entrepreneur need to convince investors in Chicago to fund her startup when there are substantially more investors across the nation who may be interested? And on the flip side, the Internet democratizes investing by allowing the majority of those without connections to angels or VCs the possibility of getting rich funding the next Facebook or Twitter. 4 Public opinion-and now the law-is highly supportive of the online -crowdfunding‖ trend. In an age where bipartisan support for anything in Congress is uncommon, allowing entrepreneurs to use the Internet to raise money is a rarity: everyone seems to like it. 5 The Jumpstart Our Businesses Startups (JOBS) Act 6 passed with bipartisan support. 7 The JOBS Act allows general solicitation of accredited investors, a move that makes online matchmaking and investing legally possible in a way that it was not before. 8 The Capital Raising Online While Deterring Fraud and Unethical Non-Disclosures (CROWD-FUND) Act-part of the JOBS Act-goes even further and allows even unaccredited investors to invest in startups without the safeguards that have always been provided to unaccredited investors under the securities laws. 9 Crowdfunding is thought 4. See Jean Eaglesham, Crowdfunding Efforts Draw Suspicion, WALL ST. J., Jan. 18, 2013, at C1 (quoting President Obama as calling crowdfunding a -game changer‖ that allows -ordinary Americans . . . to go online and invest in entrepreneurs they believe in‖).
5. See Tanya Prive, Inside the JOBS Act: Equity Crowdfunding, FORBES (Nov. 6, 2012, 11:57 AM), http://www.forbes.com/sites/tanyaprive/2012/ 11/06/inside-the-jobs-act-equity-crowdfunding-2 (-The issue is entrepreneurs find it very difficult to access financing. . . . These portals could serve as a great vehicle for investing in small businesses, which are accountable for creating 65% of the net new jobs over the past 17 years.‖).
6. Jumpstart Our Business Startups Act, Pub. L. No. 112-106, § § 301-305, 126 Stat. 307, 315-323 (2012) (codified in 15 U.S.C. § § 77a-77r, 78a-78o (2012)).
7. See Leigh Ann Caldwell, Obama Signs "JOBS Act" into Law, Calls It a "Game-Changer," CBS NEWS (Apr. 5, 2012, 3:55 PM), http://www.cbsnews.com/ news/obama-signs-jobs-act-into-law-calls-it-a-game-changer (-The bill passed Congress with bipartisan support. Republican lawmakers, including House Majority Leader Eric Cantor, stood directly behind the president during the signing ceremony. ‗By increasing access to capital and reducing onerous regulations, entrepreneurs and small business owners will have more ability to take risks, grow and create jobs,' Cantor said in a statement.‖).
8. See infra Part I.B.1. 9. See infra Part I.B.2.
to fill a funding gap for startups that cannot attract other financing, or are too early in their life cycles to attract angels and VCs. 10 This Article examines the progression in entrepreneurial finance from: (1) traditional angel/VC operations through personal networks; to (2) online soliciting of accredited investors (JOBS Act Title II); to (3) full-blown crowdfunding to anyone who wishes to invest in a startup (JOBS Act Title III). 11 This Article"s first main contribution is to show that Title II sites are succeeding, and to explain why. Its second main contribution is to theorize about how Title III might play out when implemented, and to suggest legal reforms to increase its chances for success.
The Article begins by defining -crowdfunding‖ and distinguishing its two main types. Crowdfunding can be equity-based, meaning investors receive stock in a business in exchange for their money, or it can be non-equity based, when people either donate funds or obtain rewards in exchange for their contributions. 12 From a legal perspective, equity crowdfunding is the far more interesting of the two types and is the type of crowdfunding that this Article focuses on. 13 10. 11. In my estimation, which is consistent with the nomenclature in the JOBS Act, Title II is a step toward crowdfunding but is not actually crowdfunding. Title III, on the other hand, is crowdfunding and is the more contro- 13. There are other ways to break down and define the various types of crowdfunding. Bradford, supra note 10, at 14-27 (offering a fuller taxonomy of MINNESOTA LAW REVIEW [100:561
With some understanding of our eventual target-equity crowdfunding-in mind, the Article then peers back to the time before online investing took hold. Expert angels and VCs operating in tight geographic networks, most notably Silicon Valley, have funded and advised Apple, Google, Facebook, Twitter, Tesla Motors and virtually every other software, social media, and biotech company you can think of. What explains this success? One answer is that intense geographic locality in traditional entrepreneurial finance mitigates investor risk both preand post-investment. It follows, then, that a major concern with crowdfunding is that the very thing touted about it-the democratization of investing through the Internet-eliminates the tight knit communities that have made entrepreneurial finance successful to date.
Despite this foundational concern, entrepreneurial finance's move to cyberspace is inevitable. As startups need less money to ramp up, 14 and because it is cheaper and more efficient to raise money online than in person, 15 startups will likely raise an increasingly large percentage of funds over the Internet. This Article asks the normative question of whether this trend toward online fundraising is desirable, completing our progression from traditional investing to online investing by examining Titles II and III of the JOBS Act in turn. Do these laws adequately balance the SEC's twin goals of raising capital and investor protection, or do they skew too heavily toward the former? 16 More pointedly, will Title III crowdfunding-the end goal of the legislation-turn into a market for -lemons,‖ 17 existing only for low-quality startups and foolish investors? 14. See infra notes 99-104 and accompanying text. 15. See Andrew A. Schwartz, Crowdfunding Securities, 88 NOTRE DAME L. REV. 1457, 1471 (2013) (discussing the low promotion costs of online offerings).
16. See Hazen, supra note 13, at 1767 (-Exposing unsophisticated investors to risky investments without adequate disclosure unduly sacrifices investor-protection goals to the perceived need to lower the disclosure barriers for small businesses and crowdfunding techniques.‖).
17. See generally George A. Akerlof, The Market for "Lemons": Quality Uncertainty and the Market Mechanism, 84 Q.J. ECON. 488 (1970) (discussing how the market for -lemons‖ problem intersects with quality differences and
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Before reaching the more difficult question posed by Title III, I reveal that the less-radical Title II, 18 which allows general solicitation of accredited investors, seems to have proven successful for entrepreneurs and investors in its first year of operation. Online platforms such as AngelList, FundersClub, and CircleUp have successfully matched entrepreneurs and accredited investors and raised significant cash for startups. This is somewhat surprising, at least in the first analysis, considering: (1) that moving operations online would appear to weaken the close networks and geographic locality that explain traditional angel/VC success; and (2) that the first Internet matching service for startups and accredited investors, ACE-Net, failed miserably over a decade ago. 19 I contend that, upon closer examination, Title II's success should not come as a surprise after all. The Title II sites that have been successful more closely resemble traditional angel investing rather than some new paradigm of entrepreneurial finance. AngelList, FundersClub, and Circle Up operate like traditional angels, they just do so online instead of in person. Title II platforms are simply taking advantage of the Internet to reduce the transaction costs of traditional angel and VC operations and add passive angels to their networks at a low cost. The key network players on Title II platforms are the same angels and VCs who invest offline, and the -new‖ accredited investors being solicited are piggybacking on a select group's expertise. I show that ACE-Net failed because, even though it was limited to accredited investors, it more closely resembled a new network without strong intermediaries and established players than the current Title II platforms. Conversely, Title II is succeeding because it is only a modest change in current practice.
The analysis changes when we reach Title III, however. Title III allows unaccredited investors to invest through online uncertainty).
18. This is not to say that Title II is without its concerns. platforms without the traditional protections of the securities laws. While Title III is still in a holding pattern waiting for SEC rules to implement it, 20 Title III represents a true equity crowdfunding situation and a paradigm shift in entrepreneurial finance. Title III crowdfunding is significantly different than Title II for three reasons: (1) Title III is more than moving existing networks online; unaccredited investors are not part of existing angel/VC networks, and thus their inclusion would form new networks of players unknown to each other; (2) given the sheer numbers of unaccredited vs. accredited investors, this would more closely resemble a non-expert based, -wisdom of the crowds‖ situation than piggybacking on expert investors; and (3) given the foregoing, the identity and quality of the entrepreneurs, investors, and matchmaking sites under Title III might be different. Due to Title III's extreme departure from traditional entrepreneurial finance, there is a significant risk that it will fail as ACE-Net did.
I argue that any such projections about Title III require more careful analysis. First, there are reasons to believe some high-quality entrepreneurs and investors will use Title III once it is implemented. Namely, some startups will be too earlystage to seek financing from traditional angels or under Title II, and they might prefer Title III over bootstrapping or -friends and family‖ money. Another subset of high-quality startups might choose to unbundle the traditional investor's cash and value-added services (e.g., advice connections) and seek only cash under Title III without paying a premium for value-added services. Second, there is the related question of whether those high-quality Title III startups will be outnumbered by low-quality startups with no good way for unaccredited investors to distinguish between them. Should that happen, high-quality startups would not be valued appropriately, resulting in their exit from Title III, leaving only -lemons‖ remaining. 21 
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This Article proceeds as follows. Part I defines crowdfunding and discusses changes in the JOBS Act that make it legally possible. Part II peers back to the time before online investing to discuss why traditional angel and VC financing has been so successful. Part III uses the analytical framework developed in the previous Part to analyze Title II of the JOBS Act, which allows for general solicitation of accredited investors over the Internet. I conclude that, while puzzling on the surface, Title II is proving successful with good reason-Title II sites are really just existing angel and VC networks moved online to reduce the transaction costs of operation and add passive angels at a low cost. Part IV then analyzes Title III of the JOBS Act, the more radical crowdfunding provisions. I suggest that Title III might-but doesn't need to-turn into a market for lemons. I conclude by offering changes to Title III that could help avoid the lemons problem.
I. CROWDFUNDING DEFINED AND MADE LEGAL
-Crowdfunding‖ may be commonly thought of as using the Internet to raise money for a product or cause. Businesses, political campaigns, and charitable organizations all use the Internet to raise money. Crowdfunding adds a financing element to its precursor, -crowdsourcing.‖ 22 Wikipedia and Yelp! are both crowdsourced projects. 23 For both crowdsourcing and now crowdfunding, the -crowd‖ part of the word implies using the wisdom of crowds as opposed to reliance on experts. 24 This bottom-up approach brings to mind prediction markets such as the Iowa prediction market. 25 26 For purposes of this Article, I differentiate two main types of crowdfunding: non-equity based and equity-based. This Part will explore those two crowdfunding variations in turn, explain why equity crowdfunding is far more interesting from a legal perspective, and detail changes in the JOBS Act that have made equity crowdfunding legal.
A. NON-EQUITY VS. EQUITY CROWDFUNDING Non-equity crowdfunding is when people donate money online or purchase products or experiences in exchange for contributions to a project. 27 For example, -The Veronica Mars Movie Project‖ provided different prizes based on the amount of money a person donated, including t-shirts, a personalized video greeting from a cast member, tickets to the movie premiere, or being an extra in the movie. 28 Importantly, none of the backers of a rewards crowdfunding project receive an interest (such as a share of the profits) in the project's later success. 29 Kickstarter and Indiegogo are two of the most popular nonequity crowdfunding platforms. Kickstarter, the platform for the Veronica Mars movie, follows an -all-or-nothing‖ funding approach, meaning that a project only gets funded if it raises all of the funds sought. 30 
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EQUITY CROWDFUNDING 569 not engage in equity crowdfunding, 31 nor does it allow charitable campaigns. 32 Indiegogo is different in a couple of important respects. First, it allows projects to raise less than the full amount sought. 33 Second, Indiegogo encourages charitable campaigning and offers a 25% discount to registered 501(c)(3) nonprofits. 34 Equity crowdfunding is different than non-equity crowdfunding in a key way. In equity crowdfunding, investors contribute money in exchange for a tangible interest in the venture they are funding, most often stock. 35 business/crowdfunding-for-small-business-is-still-an-unclear-path.html (-Much of the crowdfunding focus has been on equity-selling shares in startups-but SoMoLend is betting that loans to expanding small businesses are a bigger opportunity. Equity crowdfunding will be ‗minuscule compared to the impact crowdfunding will have on debt financing,' says Candace Klein, SoMoLend's founder and C.E.O. ‗We think this is literally going to change the banking system.'‖). Debt financing is not to be confused with microlending, which does not implicate the securities laws.
36. See supra note 13 and accompanying text.
sage of the JOBS Act. 37 Prior to the JOBS Act, the securities laws contained two main roadblocks to equity crowdfunding: the ban on general solicitation in Rule 506 private offerings and the strict rules for selling to unaccredited investors in such offerings. To obtain a true equity crowdfunding situation, the majority of us unaccredited investors must be allowed to participate in startup offerings. The Internet can be a powerful tool to use the wisdom of crowds to identify and fund the next big idea, but a true crowd-based approach requires opening up the process to more than accredited investors. Currently most Rule 506 offerings, and virtually all startups' sales to angels and VCs, are limited to accredited investors due to the disclosure and other requirements involved when bringing unaccredited investors into the mix. 46 47 Title III of the JOBS Act would make it possible, for the first time, for unaccredited investors to purchase equity in nascent startups through the Internet. Title III directs the SEC to promulgate rules to implement this broad and significant change, although no rules have yet been made. 48 Title III permits limited deregulated offerings by reducing the issuer disclosures that Rule 506 has long required. 49 This sweeping change in unaccredited investor protection has led to fears that unaccredited investors will supply -dumb money‖ into lowquality or fraudulent startups. 50 Such fears explain the holdup in the SEC passing rules to implement Title III. 51 Title III attempts to limit the downside for unaccredited investors in a novel way-by specifying how much they can purchase in Title III startups in any given year. For investors with annual incomes below $100,000, that cap is $2000 or 5% of their income, whichever is greater. 52 Investors with annual incomes over $100,000 can invest the greater of $10,000 or 10% of their income. 53 While the final result on Title III is unclear at the current time, and provisions may be subject to change, 54 al- 51. There is a risk of fraud in Title III, especially considering that -[t]he JOBS Act exemptions bear some resemblance to the old Rule 504, which allowed ‗non-reporting issuers to offer and sell securities to an unlimited number of persons without regard to their sophistication or experience and without delivery of any specified information. ' 
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II. TRADITIONAL ANGEL AND VC INVESTING
Having described equity crowdfunding and the legal changes under the JOBS Act that are making it possible, this Article now shifts its focus to the normative question of whether equity crowdfunding is desirable. The analytical framework used to evaluate this normative question is that of traditional entrepreneurial finance. Why is startup investing so difficult, and what made angels and VCs so successful before online platforms came into existence?
Part A discusses the significant risks involved in funding early-stage startups. Without being able to manage these risks, rational investors would not fund these businesses. Part B explains how VCs have managed these risks through the use of detailed investment contracts. Part C explains how, in contrast, angel investors use informal means to manage the same risks.
A. THE TRIO OF RISKS IN FUNDING STARTUPS
As Ronald Gilson was the first to explain, early-stage startups present extreme levels of uncertainty, information asymmetry, and agency costs. 55 Startups present uncertainty both because they are new, and thus have no track records, and because they are often high-tech, which adds the element of technological uncertainty. 56 There is information asymmetry, meaning the entrepreneur knows more than his investors, again due to the lack of a track record and perhaps a new technology. 57 While uncertainty and information asymmetry are ex ante (or pre-) investment problems, agency costs present themselves ex post (or post-) investment. Agency costs are the fear that post-investment, the entrepreneur will act (with the investors' money) in a way that benefits himself and not the inves- 58 Of course all investors face these problems, but startup investors face them in spades due to the unique nature of startups.
B. HOW VCS MITIGATE THE RISKS OF STARTUP INVESTMENTS
VCs mitigate these extreme risks in startup investing through the use of detailed investment contracts. Staged financing, or releasing money over time once a startup achieves certain pre-set milestones, makes the startup's prospects clearer before subsequent funds are released and reduces the entrepreneur's informational advantage. 59 Staged financing also incentivizes the entrepreneur to succeed in order to receive more funds, therefore also reducing agency costs. 60 Staged financing is thus a powerful tool VCs use for mitigating risk in startup funding. 61 In addition to staged financing, VCs take preferred stock with liquidation preferences in exchange for their investments, which signals the entrepreneur's belief that the startup will be worth more than these preferences. 62 VCs also contract for board representation that likely exceeds the number of directors they could elect by voting their shares. 63 Due to the preeminence of the board in corporate governance, the VC's 
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C. HOW ANGELS MITIGATE THE RISKS OF STARTUP INVESTMENTS
As I have previously written, angel investors fund startups that are even earlier stage and thus present even higher degrees of uncertainty, information asymmetry, and agency costs. 66 Yet angels use none of the VC's contractual protections to guard their investments. 67 This is, in important part, because angels use informal means of reducing investment risks. 68 First, ex ante, angels generally invest only in technical areas with which they are familiar, thus reducing uncertainty and the entrepreneur's informal advantage. 69 Angels are experts in the technical fields they invest in, usually having made their investment capital from a successful exit in their own startup. 70 Angels also get their deal flow from a network of trusted advisors. This network -serves an important screening and sorting function by funneling high-quality deals to angels while exclud- 67. See id. at 1421 (-[T]he investment contracts used by traditional angels differ dramatically from those used by venture capitalists because they provide far less investor protection.‖).
68. Angels eschew detailed investment contracts for other reasons, too, including that aggressive contracts could hinder follow-on VC investments and because angel investments are too small to justify elaborate protective devices. ing low-quality deals.‖ 71 Angels also screen startups in-person (perhaps several times). 72 Second, ex post, angels routinely visit and engage with the entrepreneurs they fund, which reduces agency costs. 73 As Andrew Wong has noted, angels invest no more than a two-hour drive from their investments, 74 and this creates a -localized bond of trust . . . . . .[that makes] formal control mechanisms unnecessary.‖ 75 Importantly, entrepreneurs have traditionally wanted angel participation (and VC participation through the board). 76 The value-added services angels and VCs provide through their advice, experiences, connections, and empathy are said to be as important to entrepreneurs as the investors' money. 77 The need for value-added services from investors becomes important to our story later. 78 
III. WHY TITLE II SITES ARE SUCCEEDING
The previous Part explained why traditional angel and VC investing has worked so well prior to the rise of online platforms for startup investing. However, any realist must acknowledge that entrepreneurial finance's move to cyberspace is inevitable. 79 As it becomes possible to fund startups with less cash, the VC's deep pockets are no longer necessary. Furthermore, it is cheaper and more efficient to raise money online, thus allowing entrepreneurs to spend less time fundraising and more time developing their businesses. But despite these advantages, will Title II work without following the traditional . . criticisms, enterprise crowdfunding will become a reality sooner rather than later, and tech start-ups will be among the first to explore using it.‖).
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A. TITLE II SITES SUCCESS SO FAR
Several Title II sites have come into existence since the JOBS Act was passed. By any measure, including funds raised by these sites for their own operations and startups using these sites to successfully raise funds, these Title II sites are off to a promising start. According to one observer, -investments made through crowdfunding platforms have grown each quarter and will continue to grow.‖ 80 The most notable of these sites include AngelList, FundersClub, and CircleUp.
AngelList has an interesting history. Naval Ravikant, the co-founder, originally -co-founded Epinions, an early online reviews site, but felt cheated out of proceeds from the company's sale to EBay.‖ 81 After a lawsuit against their VC backers in Epinions, -Ravikant channeled his disappointment into a blog called Venture Hacks . . . [which] offered dealmaking tips to startups.‖ 82 In 2010 VentureHacks became AngelList, which went from widely distributed e-mail to a networking website. 83 In 2013 alone, -500 startups raised $125 million‖ through AngelList, according to Ravikant. 84 AngelList has rivals, such as Gust, but -so far, no one has replicated the appeal of AngelList.‖ 85 FundersClub bills itself as an online venture capital firm. By mid-2013, FundersClub (accelerated through the wellknown Y Combinator out of Silicon Valley 86 ) had -raised $6.5 million for itself‖ and -also collected $7.2 million for its 31 port- folio companies from its crowd of 6,700 investors.‖ 87 -In February [2014] , the company released its first prediction of return on investment for funders on the platform-41.2%.‖ 88 CircleUp, itself a successful startup (also accelerated through Y Combinator), 89 claims that since its launch in 2012 it has raised over $40 million for 40 startups. 90 CircleUp does not raise money for tech-based companies, instead focusing on consumer products companies, 91 but, importantly, it still caters to growth startups as opposed to lifestyle firms. As CircleUp's cofounder explains, -[w]e don't have any companies on the site who are looking at it as a lifestyle business,‖ noting that -typically these companies will exit to a private equity fund or strategic acquisition.‖ 92 Several other Title II platforms join AngelList, FundersClub, and CircleUp as innovators in this space. For example, Microventures, described as -an online venture capital platform,‖ 93 had raised over $50 million for its portfolio compa- The success of Title II is somewhat surprising, at least on first analysis. It would appear that moving operations online would weaken the close networks and geographic locality that explain traditional angel/VC success. If an angel investor from Virginia funds a startup in Silicon Valley-the very geographic dispersion the Internet is meant to foster-the angel can no longer use traditional pre-and post-investment risk-reducing mechanisms. Relatedly, history is not on the side of Title II. The first attempt at an Internet matching service for entrepreneurs and angels, ACE-Net, failed miserably over a decade ago. 98 To tie back into our discussion in the previous Part, consider the inapplicability of the VC model to Title II funded startups. Title II sites are catering to the modern startup-the -capital-efficient‖ startup. 99 It is now the case that many startups need less money to launch and grow. 100 
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EQUITY CROWDFUNDING 581 may be staged financing. 107 If a startup requires less than the VC's first-round investment for its entire life cycle, the VC's detailed contracts and staged financing do not work. Now consider the seeming inapplicability of the angels' model to Title II startups. Ex ante, angels rely on personal connections and networks of trust to screen investments. The Internet, however, is impersonal and negates the traditional intimacy in angel deal flow. Ex post, angels routinely participate in venture development, visiting the startup frequently and talking through problems with entrepreneurs. Again, the lack of locality brought on by the Internet makes such participation impossible, thus removing another informal means of risk reduction available to the online investor.
Indeed, this analysis explains why ACE-Net, the first Internet matching service for entrepreneurs and angels, failed. ACE-Net was launched over fifteen years ago and was made possible even before Title II under a no-action letter from the SEC. 108 ACE-Net was described as a -cross between a blinddating service and an initial public offering.‖ 109 It was a joint project of several government agencies (although driven by the Small Business Administration) and was limited to accredited investors. 110 Despite the seeming divergence between traditional angel/VC models of risk reduction and Title II, I revealed that Title II sites appear to be succeeding. What explains this success? My argument is that on closer examination, Title II sites are still acting under the traditional angel model in important respects, even if there are differences. 114 Title II sites could fairly be described as traditional angel networks that have migrated online for two reasons: 1) to reduce the transaction costs of operations; and 2) to add new, passive angels at a low cost.
Title II Sites Are Really the Same As Traditional Entrepreneurial Finance
Title II sites are replicating angel risk-reduction mechanisms in an online setting. First, consider the angel's traditional means of reducing uncertainty and information asymmetry pre-investment. Angels rely on networks of trusted associates and their own expertise to find high-quality deal flow. How is this replicated online? To answer, we must first understand the difference between -active‖ and -passive‖ angels. Angels have always invested in small groups, or syndicates, that include a mix of active angels and passive angels. 115 Active angels are the lead investors-they likely have expertise in the technology at hand, conduct the due diligence, and negotiate the terms of the investment. Passive angels, on the other hand, are along for the ride, contributing their cash but piggybacking on the active angel's expertise and reputations. 116 117 In fact, that Investment Committee accepts less than two percent of startups that seek to list on FundersClub's site. 118 In addition to its own expertise, FundersClub's Investment Committee is relying on its own network of trust. So far, it has only listed startups that have graduated from a top accelerator. 119 This process of obtaining high-quality deal flow from a trusted source, coupled with the investor's own expertise, is highly reminiscent of pre-Internet angel practice. 120 AngelList filters its investments differently. Rather than prescreen startups that can list on the site, AngelList has a ticated investors who take an active monitoring approach to relatively unsophisticated and passive investors.‖). 135 Second, angels and VCs are using Title II to attract more sources of funding at a low cost. More investors tagging along to Reid Hoffman's investments simply allows Hoffman to fund more, and larger, startups. His transaction costs of finding this new money are extremely low. As one commentator put it: -AngelList has done for deal flow what Facebook did for keeping up with your friends. The site has transformed deal flow from an activity requiring active intention into one where you can sit back and let the cash come to you.‖ 136 Further, the money comes with no strings, as the anonymity and geographic spread of the Internet allows Hoffman to advise and monitor the startup without co-investor interference.
Examining Investor Risks in Capital Raising

Matthew Zeitlin, FundersClub Takes Crowdsourcing Approach to Early-Stage
Here we return again to ACE-Net (and not for the last time). One important reason that ACE-Net failed was that it did not replicate offline angel operations. There was no screening of startups prior to listing on ACE-Net or -social proof‖ type concepts after listing. ACE-Net was a completely hands-off intermediary. 137 We shall see that other than its accredited- 
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IV. TITLE III AND EQUITY CROWDFUNDING: A LEMONS PROBLEM?
The previous Part argued that Title II sites are not equity crowdfunding at all, but traditional networks of angels and VCs operating online to reduce transaction costs and add passive investors at a low cost. As such, they are virtually the same markets as have traditionally existed, and therefore history shows they are not lemons markets.
Title III, on the other hand, is a paradigm shift. This is not simply moving a current network online, but creating a new one altogether. This is because: (1) Title III is more than moving existing networks online; unaccredited investors are not part of existing angel/VC networks, and thus their inclusion would form new networks of players unknown to each other; (2) given the sheer number of unaccredited versus accredited investors, this would more closely resemble a non-expert based -wisdom of the crowds‖ situation than piggybacking on expert investors; 138 and (3) given the foregoing, the identity and quality of the entrepreneurs, investors, and matchmaking sites under Title III might be different. emptions finds that they have not been used much, and, therefore, are unlikely to inform us about how the federal exemption will play. 140 There are two important and interrelated questions that must be answered to determine Title III's viability. First, what subset of entrepreneurs will Title III attract? Is it only the lemons-the low-quality entrepreneurs who cannot receive funding through traditional sources or Title II? Or can Title III also attract high-quality startups? Second, and relatedly, will information asymmetry problems be so great under Title III that on the investor side, dumb money floods the market and skews valuations? Should this happen, high-quality startups will be indistinguishable from poor ones, resulting in high-quality startups exiting Title III, leaving only the lemons behind.
A. TITLE III AS
What Subset of Startups Would Choose Title III?
Will high-quality startups elect to use Title III to raise funds once it is implemented? Potential problems jump off the page. Selling to unaccredited investors involves considerably more risk than selling to accredited investors, even under relaxed rules. Unsophisticated investors are unlikely to appreciate the significant risk of losing their entire investment in a startup that fails (as most startups do). Compare this with angels and VCs, who understand that most startups fail and therefore diversify for protection. 141 How is an unaccredited investor supposed to adequately diversify with a relatively small cap on annual Title III investing?
Piling on, unaccredited investors are more likely to sue if things go bad. 142 Receiving small sums from a multitude of in- 142. Absent fraud, the potential for suits in the crowdfunding context is uncertain at best, however. Consider fiduciary duty suits, a classic means of
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EQUITY CROWDFUNDING 589 vestors complicates a young startup's capital structure, which can create administrative problems 143 and scare away follow-on financing from angels and VCs. 144 Given that Title II platforms are proving successful and attracting well-known angels and VCs, who can offer cash and value-added services, wouldn't a rational entrepreneur seek out those investors over the general public, who can provide only money? 145 These problems are real, but despite them, there are two types of high-quality startups that might elect to use Title III to raise funds. First, Title III should appeal to high-quality startups that are too young for -professional‖ financing under Title II or traditional methods. In short, these startups are too early stage for even a $100,000 angel investment to be on the table. Instead, they might seek only $20,000 to develop a prototype, hire a lawyer to incorporate, or obtain a patent. 146 Instead of bootstrapping with credit cards or hitting up the entrepreneur's parents, these startups might look to Title III.
Second, even for high-quality startups that have progressed a bit further, Title III would appeal to that subset of startups that need cash but do not need value-added services from investors. I have previously argued that some cashefficient startups-which are good prospects for Title III sites trying to reduce agency costs for shareholders. First, a shareholder or plaintiff's lawyer (depending on whether a suit is direct or derivative) would need to be sufficiently incentivized to bring suit. This is unlikely for crowdfunded startups where small individual and even aggregate investments are at stake. Second, even if suit was brought, most startups fail due to the technology not working as expected, another competitor being first to market, inability to obtain funding needed for development, or other reasons that would implicate a director's duty of care. As Steven Bradford correctly observes, -Even in the absence of fraud or self-dealing, many crowdfunded small businesses will fail.‖ Bradford, supra note 10, at 108; see also 146. It might seem that more funding is always better, but this is not the case. The earlier stage a startup is in, the lower its valuation and thus the more equity it must give away for a given amount of funding.
given its annual $1 million cap on fundraising 147 -should avoid VCs and stick to angel investors. 148 This is because the VC's value-added services are not necessary, and therefore VC cash is not worth the complications that come with it. 149 Title III startups would take the argument one step further and forego (or delay) angel value-added services as well. A strong entrepreneurial team might be able to guide a cashefficient startup from launch to a quick sale without much professional help. For cash-efficient startups, equity crowdfunding under Title III offers a low-cost and readily available source of capital while keeping decision-making fully in the hands of the entrepreneur. Compare that with Title II, where the active investors are still presumably hands-on, as in traditional entrepreneurial finance. 150 In short, the inherent passivity of Title III investors-a seeming negative-would actually appeal to entrepreneurs who wish to unbundle the cash and value-added service components of traditional entrepreneurial finance. 151 In obtaining only cash from investors, these startups could also obtain a better price for their shares, as there would be no inherent premium in the share price for value-added services. 152 If Title III sites attract high-quality startups under the circumstances envisioned above, it follows that high-quality investors will visit Title III sites to find them. If Title III investors are predominantly the general public, then sophisticated angels and VCs would enjoy an informational advantage over these investors. They could exploit that informational advantage in a kind of arbitrage, hopping into Title III and picking off good startups on the cheap. 153 In short, Title III's inefficiencies could 147. 15 U.S.C. § 77d(a)(6)(A) (2012). 148. See generally Ibrahim, supra note 99. 149. Id. at 259-65. 150. See supra notes 113-28 and accompanying text. 151. Although it is generally assumed that entrepreneurs benefit from VC and angel value-added services, this is not a uniformly held view. See Smith, supra note 141, at 134-35 (examining the risks entrepreneurs face when they seek value-added services from VCs); cf. Bradford, supra note 10, at 104 (noting that crowdfunded startups will not receive angels' and VCs' value-added services, but arguing that -crowdfunding is not a substitute for venture capital or angel investing; it is aimed at entrepreneurs who do not have access to such funding‖).
152. Fisch, supra note 10, at 84 (-Although it is difficult to quantify the value of management, monitoring and consulting services, the small business' cost of capital should include a component of payment for these services in addition to the cost of capital funds.‖). 
EQUITY CROWDFUNDING 591 be exploited by those in the know, which would make it worthwhile for them to invest there. 154
Avoiding the Lemons Problem: Title III and Information Asymmetry
If a segment of high-quality entrepreneurs and investors would be inclined to use Title III, the related question is whether information asymmetry problems will be so great that dumb money floods the market and skews valuations in such a way that the good startups cannot distinguish themselves from bad ones. This is a classic -market for lemons‖ problem. As Zohor Golshen and Gideon Parchomsvsky succinctly describe it:
A -lemons market‖ is a market in which asymmetric information exists between sellers and buyers. Since the buyers are not fully informed as to the quality of the products, they discount the price of all products. High quality products will not sell for a price that reflects their quality and will, thus, exit the market. Only -lemons‖ are left in the market. 155 While it is all an educated guess at this point, Title III is unlikely to replace traditional entrepreneurial finance or Title II. Startups have historically preferred to use Rule 506 to raise funds from accredited investors only, and there is unlikely to be she assumes that the market is inefficient, she would expect to earn extra profits (though she may fail to do so), and thus would acquire the information. If she believed that the market was efficient, however, she would recognize that she could not profit from acquiring the information, and therefore would lack any incentive to acquire costly information.‖); see also Lynn A. Stout, The Unimportance of Being Efficient: An Economic Analysis of Stock Market Pricing and Securities Regulation, 87 MICH. L. REV. 613, 618 (1988) (explaining the weak connection between the stock market and the allocation of real resources).
154. It could be argued that this pattern would lead to an unsustainable result. As Ronald J. Gilson and Reinier H. Kraakman write:
Traders would initially acquire information because, in an inefficient market, they could earn returns on their investment in acquisition. As more traders became initially informed, however, the price system would convey more information to uninformed traders, thereby lowering the returns to informed traders. At the point at which the market became fully efficient, there would be no return to informed traders for having acquired the information, and, as a result, information acquisition would cease. The market would sink into informational inefficiency once more, only to repeat the cycle as soon as some traders again found information acquisition profitable. a sea change toward seeking out unaccredited investors. 156 Further, most startups probably still need both an investor's cash and value-added services. Still, Title III will have an important role to play for very early-stage or niche startups.
a. The Importance of Unaccredited Investors Under Title III
Dumb money is a danger to Title III's viability. In traditional entrepreneurial finance and under Title II, smart money sets a startup valuation. Under Title III, however, if most money is dumb money that is randomly distributed (i.e., not funneled to the best startups), then valuations will be skewed. Exacerbating this concern is that high-quality investors cannot move pricing by investing significant sums, as in public markets, since all investors are capped in annual investment amounts. 157 Even without these investment caps, I have argued that part of the Internet's attraction for accredited investors is the ability to add tag-along passive investors at a low cost. In other words, accredited investors want unaccredited investors to follow them into startups.
Therefore, if unaccredited investors will mostly populate Title III, and if their money needs to be funneled to good startups, it follows that Title III's viability depends on solving the information asymmetry problem for unaccredited investors. Consequently, the remainder of my discussion focuses on ways of reducing information asymmetry for unaccredited investors under Title III.
b. Reducing Information Asymmetry for Unaccredited Investors
I have already discussed the massive information asymmetry that exists in startup investing generally and how angels and VCs manage the problem. 158 To recap, VCs reduce the entrepreneur's informational advantage through staged financing and other signals of startup quality, 159 while angels learn of 156. See supra notes 66-78 and accompanying text. 157. It is true that accredited investors can invest more than unaccredited investors under these caps, but it is doubtful it will be enough to overcome the likely greater supply of unaccredited investor money from more unaccredited participants.
158. See supra notes 55-78 and accompanying text. 159. These include following high-quality angels and other VCs into deals and using preferred stock versus the entrepreneur's common stock. Jeffrey 
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EQUITY CROWDFUNDING 593 promising entrepreneurs from networks of trust and bring their own expertise to bear on familiar technologies. 160 Title II imports the traditional angel screening mechanisms to the Internet. 161 Therefore, in traditional entrepreneurial finance and under Title II, high-quality entrepreneurs can distinguish themselves from low-quality entrepreneurs, and thus we do not have a market for lemons. The question is whether the same can be predicted for Title III. With the paradigm shift that is Title III, networks of trust do not exist. Instead, the majority of players will likely be unknown to each other. Therefore, we must look for other ways to reduce information asymmetry for investors and avoid the lemons problem. 162 Three possible ways are (i) disclosure; (ii) the wisdom of crowds; and (iii) the use of reputational intermediaries. These three alternatives are now discussed in turn.
i. Disclosure Securities regulation's mandatory-disclosure regime is a classic way of evening the informational playing field between issuers and investors. As the Supreme Court stated in the famous case of Ralston Purina, the Securities Act of 1933 was intended -to protect investors by promoting full disclosure of information thought necessary to informed investment decisions.‖ 163 Title III weakens the disclosure required in sales to unaccredited investors. Under Title III, issuers must disclose items such as the nature of the startup, the names of the directors and a description of the issuer's ownership and capital structure, a description of the current business, the anticipated business plan, a description of the stated purpose and intended use of the proceeds of the offering sought by the issuer, the target amount of funding sought from the offering, and the issuer's financial condition, which may include income tax filings and 166 Can mandatory disclosure-either of to the extent required by Title III or enhanced, as Hazen calls for-solve the lemons problem? It is unlikely for several reasons, including: (1) financial and other illiteracy among unaccredited investors; (2) the inapplicability of the efficient capital markets hypothesis (ECMH) to crowdfunding; and (3) previous relevant experience in a European market, Germany's Neuer Markt.
First, mandatory disclosure is an imperfect fit for the type of investors that crowdfunding targets. Omri Ben-Shahar and Carl Schneider have taken a systematic look at why mandatory disclosure generally fails. 167 They argue, on a foundational level, that familiarizing ourselves with disclosure is unpleasant. They write that, at its core, mandatory disclosure is -an enormous educational enterprise of a kind academics may enjoy but that most people do not.‖ 168 Further, unsophisticated people -often can't read‖ the disclosures, if reading means to -extract useful meaning from them.‖ 169 The authors illuminate three broad categories of reading comprehension problems: -illiteracy, innumeracy, and sector illiteracy.‖ 170 The latter two, and potentially all three, would seem to apply in the crowdfunding context with nascent startups of a technical nature. 171 This is 164. 15 U.S.C. § 77d-1(b) (2012). 165. 17 C.F.R. 230.502(b)(2)(A) (2014). 166. See Hazen, supra note 13, at 1767 (arguing that disclosures -could be less burdensome than those currently required under Regulation A, but they should still be sufficiently detailed to provide investors with sufficient information to enable them to make an informed investment decision‖).
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EQUITY CROWDFUNDING 595 assuming potential investors even attempt to read the disclosures, which is questionable at best. 172 Second, while these problems also exist in public markets, public markets rely at least in part on the ECMH to remedy them. Under the ECMH, succinctly put, sophisticated investors move market prices by absorbing disclosures and trading in significant volumes on that information. 173 Unsophisticated investors then rely on the adjusted stock price as a good proxy for new information about the company. 174 While there are certainly well-known criticisms and shortcomings of the ECMH, it is still at least a crude mechanism that makes disclosure work for unsophisticated investors in the public markets context. Title III crowdfunding sites would not be efficient markets, so the ECMH cannot benefit its unsophisticated participants. As mentioned, accredited investor annual caps under Title III exacerbate the problem by not allowing smart money to adequately -price up‖ good startups (or -price down‖ bad ones).
Third, previous experience with a significant disclosure regime for growth companies is instructive. Because the rest of the world does not have the sophisticated network of private angels and VCs found in the U.S., efforts have been made to esrequired to understand the risks.‖); Fisch, supra note 10, at 78 (-Small businesses generally have difficulty raising capital because of informational asymmetries and the inability of investors to judge the quality of the offering. These deficiencies are not remedied by the type of information that can be posted on a Web site.‖).
172 In face-to-face transactions, the inquiry into an investor's reliance upon information is into the subjective pricing of that information by that investor. With the presence of a market, the market is interposed between seller and buyer and, ideally, transmits information to the investor in the processed form of a market price. Thus the market is performing a substantial part of the valuation process performed by the investor in a face-to-face transaction. The market is acting as the unpaid agent of the investor, informing him that given all the information available to it, the value of the stock is worth the market price. tablish public markets for growth companies. One such effort at a junior stock exchange, the Neuer Markt in Germany, imposed significant regulatory restraints on companies that listed there, including strict disclosure rules. 175 As John Coffee observes, the Neuer Markt's -requirements were more rigorous than those specified either by its parent, the Deutsche Boerse, or, more surprisingly, by the SEC.‖ 176 Despite these strictures, -the Neuer Markt became plagued by scandals and saw its market capitalization slide by 73% since the end of 1999,‖ 177 and was shut down in 2003. 178 By contrast, another junior stock exchange for growth companies-London's Alternative Investment Market (AIM)-employs a -light-touch‖ regulatory scheme (similar to Title III) and has been far more successful. 179 To be clear, I am not arguing that Title III startups should not be subject to mandatory disclosure. Indeed, disclosure is a must for entrepreneurs to inform potential investors about their startups and the investment under consideration. What I am arguing, however, is that there are good reasons to believe that mandatory disclosure alone will not solve the lemons problem because unaccredited investors will not adequately benefit from mandatory disclosure under Title III. 180 Therefore, we turn to a second option: the wisdom of crowds.
ii. The Wisdom of the Crowd
The second way that unaccredited investors may not suffer from information asymmetry is if assembling them over the Internet produces a collective wisdom that would not otherwise exist. 178. Coffee claims that -the fate of Neuer Markt shows less the failure of heightened disclosure standards than the strength of the network externalities that link firms traded on the same high profile market. Once some firms on the Neuer Markt became mired in scandals, the Neuer Markt's reputation became tarnished.‖ Id. However, my point is that heightened disclosure, without more, was not sufficient to avoid a market failure in the Neuer Markt.
179. See infra notes 215-24 and accompanying text. 180. I have not even discussed the behavioral biases that may plague unsophisticated investors, which would also cut against a predominantly disclosure-based solution to the potential lemons problem in crowdfunding.
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EQUITY CROWDFUNDING 597 ambiguous. For example, Joan Heminway actually defines this hypothetical -crowd‖ as an -ill-defined group of potential and actual investors in securities offered and sold through crowdfunding.‖ 181 As Heminway notes: -Crowds can be ‗mad'-irrational, foolish, and even stupid. On the other hand, crowds can be ‗wise'-rational, sensible, and intelligent.‖ 182 She goes on to suggest that -preliminarily indicat[ions are] that the crowd [under Title III] has the potential for wisdom.‖ 183 Using James Surowiecki's framework, Heminway notes that Title III crowds are likely to be heterogeneous, independent, and operate in a decentralized manner. 184 In more general terms, the idea is that crowds may be better at spotting a diamond in the rough than experts. This is especially true where the crowds know something in particular about the product or technology. Consider a new video game that a certain group on the Internet is addicted to. This virtual crowd would better be able to predict this game's broader success than an angel or VC who has never played the game (or its rivals). In these cases, the Title III crowds would fund the good game and not its rivals, thus resulting in correct pricing and no lemons market.
Much like AngelList's concept of social proof, a knowledgeable segment of the crowd would benefit the unknowledgeable rest of the lot-these investors could tag along to the knowledgeable crowd's decisions. In one study, early investors in crowdfunded projects were found to have a significant influence on later investors. 185 In particular, later investors (the -crowd‖) were heavily influenced to invest when early investors were either app developers or experienced investors. 186 iii. Reputational Intermediaries
Another potential solution to the lemons problem is the use of reputational intermediaries as a means of signaling startup quality. Signals are important in solving the lemons problem. In the classic used car example, dealers signal that their cars are not lemons by issuing a warranty. 188 In securities markets, reputational intermediaries such as accountants and investment banks offer signals of quality for the companies they represent, thereby reducing information asymmetries for potential investors. 189 As Bernard Black writes: -The principal role of reputational intermediaries is to vouch for disclosure quality and thereby reduce information asymmetry in securities markets.‖ 190 These repeat players' reputations are tied to the companies they represent, and thus they have incentives to guard against the companies failing or committing fraud. 191 Signaling is not that important for the accredited investors 187 . Id. at 7 (citing studies finding that social networks of early investors can influence later investors in non-equity based crowdfunding projects).
188 196 (explaining that public company -issuers attempt to avoid the ‗lemons market' by using underwriters, and underpricing the IPOs (sometimes heavily)‖); Langevoort, supra note 41, at 14 (writing that much attention has been paid to the -function that financial intermediaries play in signaling and bonding the informational credibility of issuer disclosure‖). who know what they are looking for, or for knowledgeable segments of the crowd (think of the game-players described in the previous Section), but will be important for everyone else on Title III. Even Title II relies on reputational intermediarysignaling for its tag-along passive investors. Recall that heavy hitter angels and the -social proof‖ function signal startup quality under Title II, and FundersClub's intensive screening process signals startup quality for those who make it onto the FundersClub site. Who can serve as reputational intermediary under Title III?
Again, a look overseas at a junior stock exchange for growth companies is instructive, but this time we examine the AIM. The AIM has been the most successful of all of the junior stock exchanges established worldwide. 192 Unlike other -feeder‖ exchanges to larger stock exchanges, it is not uncommon for companies to even migrate -downward‖ from the London Stock Exchange (LSE) to the AIM. 193 While some of AIM's success is attributable to its heavy institutional-investor makeup, 194 AIM has also been touted for its institutional structure for compa- nies, which consists of -light-touch‖ regulation coupled with heavy reliance on Nominated Advisors, or Nomads, for each listed company. 195 Each company who wants to list on AIM must convince one of the forty-three authorized Nomads to vouch for it. 196 -Most nomads are investment banks or corporate finance firms.‖ 197 The Nomad helps its companies establish and abide by good corporate governance procedures. 198 Nomads must sign off on all non-routine announcements its company makes to the market. 199 Nomads act as private regulators for their companies, even signing off on security sales without direct approval from the AIM or LSE. 200 The LSE considers the Nomad-company relationship so important that if a company terminates its Nomad, trading in the company's securities is suspended until it hires a new Nomad. 201 The LSE website contains a more complete description of the Nomad-company relationship, which reveals its depth and breadth. 202 If we envision startup problems that investors might be worried about as trifold-fraud, measurable qualities (e.g., good corporate governance practices), and viable business modelsthe Nomad appears to tackle the first two. However, given the identity of the Nomads as corporate finance experts, it is doubtful they do much to tackle the third problem of predicting a viable business model. Nomads are not the equivalents of angels or VCs in technical know-how or experience; instead, they are advisors appropriate to help young companies with no prior experience being listed on a securities exchange. As such, Nomads can be held liable to the LSE for -improper reporting by their supervised companies‖ and [are] subject to -investor lawsuits if investors are misled,‖ 203 but it does not appear that Nomads are liable for a sponsored company's business failure absent fraud.
Given the close relationship between a Nomad and its listed companies, the Nomad serves as a classic reputational intermediary. As described by one commentator, -[t]he Nomad's role is central to AIM's regulatory model, as these entities act as gatekeepers, advisers, and regulators of AIM-listed companies.‖ 204 He goes on to observe that -AIM can be considered a "reputational market," in which investors rely on the standing of Nomads as a proxy for the quality of listed companies.‖ 205 Another commentator contends that the -signal that investors derive from a company's being qualified as suitable for AIM rests indirectly on their assessment of the nomad's reputation,‖ 206 and that -the reputation of a [N]omad is its most valuable asset.‖ 207 The most obvious equivalent to the Nomad under Title III is the title's creation of -funding portals.‖ 208 A funding portal is an -Internet site that lists crowdfunding opportunities and provides a matching service for interested investors.‖ 209 In short, it would be the Title III equivalent to FundersClub or CircleUp.
As a mandated FundersClub or CircleUp, the funding portal is the right idea for avoiding the lemons problem, but it is poorly executed under Title III. Funding portals are currently envisioned as passive entities, for the most part, and -limited to putting buyers and sellers together.‖ 210 The funding portal's role is directed at investors, including to -ensure that investors review [startup] disclosures, answer various questions, and affirm they understand the risk of loss.‖ 211 Further, it is tasked with ensuring investors do not exceed their investment caps. 212 My suspicion is that this is fitting with the traditional practice of the government delegating gatekeeping tasks to private parties. 213 Consequently, it is clear that the funding portal's primary relationship is not with the startup at all. Contrast that with the very different situation on the AIM, where the Nomads primary relationship is with the company, not investors. What is needed is a funding portal that is more like a Nomad, or a FundersClub-a third party that can engage with startups, screen out the bad apples, and therefore signal something about the
EQUITY CROWDFUNDING 603 quality of startups that make it on to the site. What we currently have, however, is a funding portal that acts almost exactly as ACE-Net did over a decade ago. ACENet, too, was a passive entity limited to putting buyers and sellers together. 214 It could not handle financing transactions, screen startups, or anything else that required an active role. 215 This was in part to avoid being classified as an exchange or broker-dealer under the securities laws as they existed at the time. 216 Yet ACE-Net was a disaster. And the inability of ACENet to signal anything about the companies it listed is a large reason why it failed, if the AIM is any indication.
B. SUGGESTED CHANGES TO TITLE III: MAKE FUNDING PORTALS THE EQUIVALENT OF AIM'S NOMADS
While the wisdom of the crowds may help to solve the lemons problem under Title III, there are no legal changes that are needed to facilitate it. However, if we want intermediation as well, we must re-craft the concept of a -funding portal‖ under Title III.
London's success with the AIM, whose regulatory structure is driven by the company-Nomad relationship, is highly instructive for making Title III work on the reputational intermediary front. I contend that Title III should be amended to change funding portals to make them work like Nomads. The overarching change needed in Title III is to make the funding portal's primary relationship be with startups, not investors. The following discussion addresses certain legislative changes that are needed to accomplish that objective.
First, Title III should be amended to remove all provisions attempting to detach funding portals and the companies they list. For example, under Title III as currently written, a funding portal must basically act as a -neutral third party‖ 217 -an ACE-Net-like restriction. Consequently, it is not even clear if a funding portal could host an online discussion among investors about the quality of its listed startups that could help investors choose their investments. 218 While companies pay Nomads to assess their suitability for the AIM and to serve as a Nomad after listing, 219 it is unclear what compensation funding portals could receive from startups. 220 To follow AIM's example, startups should be allowed to pay funding portals for their services pre-and post-listing to help attract high quality portals.
Second-the flip side of the coin-Title III's attempts to make the primary relationship between funding portal and investor should be rethought. The AIM experience had nothing of the sort, so we have no indication that an intermediaryinvestor relationship would be beneficial. Further, Title III's current requirements impose significant costs on funding portals. 221 Funding portals' time would be better spent checking and vouching for startups, after which funding portal-approval could serve as a signal of startup quality. To entice high-quality entities to act as funding portals, we should keep costs low and directed to where they really matter. Importantly, I am not claiming that Title III's investor education and funding-limit checks are unimportant-I put that question aside without further research. 222 I am only arguing that the model we have to learn from-the AIM-suggests funding portals should be tied to startups, not investors.
Third, furthering the idea of making funding portals re- 221. See Heminway, supra note 208, at 197 (explaining Congress -may have crippled the small business financing tool it sought to create in the CROWDFUND Act by pricing funding portals out of the market‖); see also id. at 191 (-The CROWDFUND Act adds significant, mandatory burdens (and, as a result, costs) to this organically grown model-so many burdens, that it may be difficult for would-be funding portals to develop a profitable business model.‖ (footnote omitted)).
222. See, e.g., Palmiter, supra note 12, at 399-401 (discussing favorably Title III's investor education requirements and citing other scholars who agree). sponsible for their startups, Title III currently only requires funding portals to do one type of due diligence on the companies that wish to list with them: background checks. 223 Recall that AIM does not allow companies to even list without a Nomad vouching for them, and FundersClub and CircleUp screen all their potential listings. These screening procedures involve far more diligence than a background check. Currently, Title III investors would receive no signal about a startup's quality from the fact that it passed a mere background check before being listed on a funding portal site.
Further, post-listing, Nomads are subject to potential liability from the LSE and investors for their sponsored companies' fraud. The JOBS Act clarifies that state securities commissions have enforcement authority over funding portals, 224 but under the AIM experience, that authority should lie with the SEC as a centralized body. Further, the extent of a funding portal's private liability under Title III should be clarified. 225 Thinking back to the trifold of potential problems Nomads could be designed to tackle-fraud, poor governance procedures, and viable business plans-Nomads tackle the first two but not the third. 226 Funding portals, on the other hand, should focus on a different two-fraud and viable business planswhich are more important than corporate governance practices when it comes to nascent startups. The funding portal's primary signaling value would be to reveal that listed startups passed an initial screening for viability as a business and are not sham companies.
However, there are important limits on what a funding portal can and should be expected to do. First, there are the economics of funding portal viability. In short, each funding portal will likely need to list multitudes of small startups to make money, and therefore screening cannot be as intensive or selective as a FundersClub or CircleUp. This is both because of the funding portal's manpower time and cost and because funding portals will need to list many startups to earn fees, etc. Second, too intensive a screening process would put startups' fate in funding-portal hands and negate the ability of well-informed segments of the population (e.g., gamers, app developers) to select the winners. Therefore, it is important to allow Title III to use funding portals as reputational intermediaries for unsophisticated investors yet also give crowd-based wisdom a chance to work.
While the specifics can be debated, it is clear that Title III does not make funding portals the equivalent of AIM's Nomads in the most important way-by being tied in fate and fortune to the companies they list. Title III should be amended to make funding portals true reputational intermediaries for the startups they list. Both theory and practice show us that reputational intermediaries can signal a company's quality and thus reduce information asymmetries to a necessary level to avoid a market for lemons.
CONCLUSION
The SEC has dual objectives of making it easier for companies to raise capital and protect investors. Often those two goals are at odds and must be balanced. 227 Crowdfunding under the JOBS Act is such a situation, 228 and President Obama and Congress clearly put their thumb on the scale of capital formation over investor protection. That is fine under Title II, where tried-and-true angel investor methods of reducing risk are being successfully imported to the Internet. But Title III, 227 . See Hazen, supra note 13, at 1738 (-Policymakers continually face the challenge of effectively balancing the benefits of encouraging small business formation against the investor protection goals of the securities laws.‖).
228. See Bradford, supra note 10, at 8 (-Crafting a crowdfunding exemption requires a careful balancing of investor protection and capital formation.‖); see also Langevoort, supra note 41, at 2 (-In the prevailing regulatory mindset, encouraging entrepreneurial capital formation competes with traditional investor protection. The strong bipartisan political influence of the small business community assures that this uneasy competition will continue, with minor ebbs and flows in one direction or another.‖ (footnote omitted)).
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EQUITY CROWDFUNDING 607 which enables full-blown crowdfunding, requires changes to the concept of a funding portal, coupled with crowd-based wisdom, to avoid becoming a market for lemons.
